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Practicing
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NOVEMBER 1980

An AICPA publication for the local firm

THE SINGLE-ENTITY CONCEPT
Someone once described accountants as optimists
with pessimistic tendencies. This may have been
because the typical local practitioner is a person
who takes great pride in his professionalism but
who is also a very independent individual.
Perhaps because of these personality traits, the
partners in many local firms are considered equals
and above accountability to each other. As a result,
the practice units are not run as single entities.
Certainly, the partners in firms such as these
share bed and board, as it were, but in reality, each
runs his own practice and the firm lacks common
policies, procedures and goals. Often, there is no
managing partner—no leader at all. Consequently,
the firm is impossible to organize and is not really
manageable. Lack of the single-entity concept is
the foundation for problems in many local firms.
A single entity can only exist when the firm’s
needs are put before those of the individual. If
there is no team spirit and teamwork, no under
standing of or concern for others, if everyone is
doing "his thing,” has his own work, clients and
employees, and if there is no review of work by
others, conflict between partners is bound to arise
to the detriment of clients, staff and firm alike.
Staff members become confused if they don’t
report to anyone in particular and if partners want
their work done differently and have different
philosophies. This makes it difficult to attract and
keep good people. If clients belong to individual
partners, service is adversely affected when the
partner is away from the office.
Clients like personal service but they also want
total service and continuity of service. (Total
service implies that a client’s problems in a given
area will be handled by the most competent person
the firm has in that area.) This does not mean that
you cannot assign partners to a given client. We
do in our firm. However, we also make sure that
there is a second partner involved whom the client

feels free to contact to get the answers he needs.
A firm operating as a single entity operates as a
team. Because of this commonality, the firm is not
only manageable but can be managed well and
can benefit in several ways:
□ Areas of responsibility and accountability
are clearly defined and work can be ade
quately reviewed.
□ Since there are firm-wide policies, proce
dures and standards, staff people can inte
grate their goals with those of the firm. It is
then much easier to attract high-quality
people to the firm.
□ Partners work in closer harmony. Each has
at least one specific area of firm-wide re
sponsibility and is accountable to the firm
for that area.
□
The net result is better service to clients.
In general, there is a lack of awareness among
some practitioners as to the advantages of the
single-entity concept. To implement the idea in
your firm, you will have to make it worthwhile to
your partners. Let them see both the financial and
the free-time rewards of the single-entity concept.
You will have to appeal to their self-interest and
persuade them to subordinate some of their per
sonal needs and goals to those of the firm. Then,
you must constantly assess the value to your part
ners of their practicing as a group to make sure
that it really is worthwhile to them.
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It isn’t easy getting people to subordinate their
needs and goals and to change their behavioral
patterns, even for the apparent good of all. You
will have to motivate them. Five things are neces
sary if you are to do this:
□ Decide what behavioral pattern you want
from each person.
□ Then, reward the desired behavior every time
it occurs. Communicate with people. Tell
them they did a good job, etc.
□ Gradually switch from always rewarding
people to doing it less frequently.
□ Ignore irrelevant behavior. Just bite your
tongue and start over again.
□ Fine-tune and shape their behavior into the
exact form you want.
You may find that some of your partners can’t
be persuaded to embrace the concept. They may
be strong-willed, self-reliant people who require
an inordinate amount of independence. Some
people just aren’t compatible and should be sole
practitioners. If you have a partner like this, con
sider a de-merger or dissolution. Remember
though, your partners do not have to be carbon
copies of each other to make the single-entity con
cept work. There is room for differences.
The secret to getting the single-entity concept
working in your firm is organization. In this re
gard, it is essential to set up specific areas of firm
wide responsibility and make sure everyone has
accountability. This can be done even in a sole
proprietorship. The concept can be applied if staff
is included in the planning process.
Whatever its size, your own firm is your best
client, and everything you do should be directed
toward its betterment and improvement. The chal
lenge for local practitioners is to have an uncom
mon firm. The future is worth it.
-James B. Downey, CPA
Santa Fe, New Mexico
This article is based on a presentation given by
Mr. Downey at the Montana society’s management
of an accounting practice conference which was
held in Billings, Montana, in September.

Construction Seminar Prepared
for State Societies

The AICPA has prepared a seminar for practi
tioners who have construction contractors as
clients. The seminar, which will be presented by
state societies, is a one-day program aimed at
showing contractors how to use certain new ac
counting practices to sharpen management con
trols. Pilot-tested in Atlanta earlier this year, the
seminar drew more than 160 contractors.
The seminar material is offered gratis to all
state societies as a member service. The package
includes speaker outlines, general guidelines for
conducting a seminar, sample promotional re
leases and a list of associations dealing with the
construction industry which may provide assis
tance in the presentation of the seminar.
Members who are interested in this program
should contact their state societies. Additional
seminar packages may be obtained by contacting
the Institute’s public and state society relations
division.

Grant Awarded to Develop
Small Business Audit Guide

A special grant of $4,000 has been awarded by the
Institute's auditing standards division to D. D.
Raiborn, CPA, of Lubbock, Texas, to develop the
foundation for an audit guide for small business.
Funding of the grant is being arranged by the New
York CPA firm of Oppenheim, Appel, Dixon & Co.
Ms. Raiborn, who is an accounting instructor
and doctoral candidate at Texas Tech University,
Lubbock, will use the funds for research on her
doctoral dissertation, Audits of Small Businesses,
which is projected as the basis for the audit guide.
Ms. Raiborn is also a member of the AICPA's task
force on review of existing auditing standards that
was formed to develop improved guidance for
independent auditors in implementing auditing
standards during audits of small businesses.
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Highlights of Recent Pronouncements
FASB Statements of Financial
Accounting Standards (SFASs)
No. 38 (September 1980), Accounting for Preac
quisition Contingencies of Purchased Enterprises
□ Amends APB Opinion no. 16 to specify how
an acquiring enterprise should account for
contingencies of an acquired enterprise that
were in existence at the purchase date and
for subsequent adjustments resulting from
those contingencies.
□ Amounts for contingencies that are consid
ered probable and can be reasonably esti
mated are to be recorded as part of the allo
cation of purchase price.
□ Subsequent adjustments are included in net
income when they are determined, except in
specified limited circumstances.
□ Effective for business combinations initi
ated after December 15, 1980.

No. 37 (July 1980), Balance Sheet Classification
of Deferred Income Taxes (amends APB no. 11)
□ Amends APB Opinion no. 11 to clarify how to
classify deferred income tax charges and
credits in a classified balance sheet.
□ Deferred income taxes related to an asset
or liability are classified the same as the
related asset or liability. Deferred income
taxes unrelated to an asset or liability are
classified according to the expected reversal
date of the timing difference.
□ Effective for periods ending after December
15,1980.
No. 36 (May 1980), Disclosure of Pension Informa
tion
□ Amends APB Opinion no. 8 to include dis
closure of actuarial present value of accumu
lated plan benefits and pension plan assets
available for those benefits, both as deter
mined under SFAS no. 35.
□ Effective for fiscal years beginning after
December 15, 1979, and for interim state
ments within those fiscal years issued after
June 30,1980.
No. 35 (March 1980), Accounting and Reporting by
Defined Benefit Pension Plans
□ Establishes standards for all defined benefit
pension plans except those expected to be
terminated and government-sponsored so
cial security plans.
□ Effective for plan years beginning after De
cember 15,1980.

□ Plan investments, including real estate, are
to be presented at fair value at the reporting
date.
□ Requires presentation of actuarial present
value of accumulated plan benefits; includes
certain rules on how to measure those bene
fits (auditor involvement required under
SAS no. 11).
□
Requires extensive disclosures.
No. 34 (October 1979), Capitalization of Interest
Cost
□ Requires capitalization of interest cost on
certain assets that require a period of time
to get them ready for their intended use.
□ Does not allow capitalization for inventories
that are routinely produced in large quanti
ties on a repetitive basis.
□ Effective prospectively for fiscal years be
ginning after December 15, 1979.
□ Does not require capitalization of interest
cost when effect is not material. (Precise
meaning of "material” in this context is not
defined; the FASB issued an exposure draft
dated 4/22/80 on determining materiality
for capitalization of interest cost).

No. 33 (September 1979), Financial Reporting and
Changing Prices
□ Required only for public companies with
either inventories and property, plant and
equipment (before deducting accumulated
depreciation) of over $125,000,000 or total
assets of over $1 billion (after deducting
accumulated depreciation).
□ Requires no changes in the basic financial
statements (including notes); requires sup
plementary information on the effects of
general inflation and on price changes of
certain specific types of assets.
No. 32 (September 1979), Specialized Accounting
and Reporting Principles and Practices in AICPA
Statements of Position and Guides on Accounting
and Audit Matters
□ Adopts as "preferable” the accounting and
reporting principles contained in all AICPA
statements of position (SOPs) and guides
except the guide and related SOPs on state
and local governmental units; the appendix
to the Statement lists all those SOPs and
guides.
□ Does not require changes in accounting prin
ciple but any change made by a client should
be to a "preferable” principle (APB Opinion
no. 20).
□
Effective October 31,1979.
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FASB Interpretations
No. 33 (August 1980), Applying FASB State
ment no. 34 to Oil and Gas Producing Operations
Accounted for by the Full Cost Method (interprets
SFAS no. 34)

No. 32 (March 1980), Application of Percentage
Limitations in Recognizing Investment Tax Credit
(interprets APB Opinion nos. 2, 4 and 11)

No. 31 (February 1980), Treatment of Stock Com
pensation Plans in EPS Computations (interprets
APB Opinion no. 15, and modifies FASB Interpre
tation no. 28)
Statements on Auditing Standards
No. 33 (October 1980), Supplementary Oil and
Gas Reserve Information
□ Provides guidance in implementing proce
dures specified in SAS no. 27 regarding SFAS
nos. 19 and 25 and disclosure of oil and gas
reserve information required by the SEC.

No. 32 (October 1980), Adequacy of Disclosure in
Financial Statements
□ Supersedes SAS no. 1, section 430. Retains
basic concepts of section 430. However, up
dates guidance to achieve consistency with
authoritative pronouncements issued subse
quent to section 430 (e.g., SAS nos. 12 and 17,
and FASB Statement no. 5.).

No. 31 (August 1980), Evidential Matter
□ Discusses the nature of assertions by man
agement that are embodied in financial state
ment components and the use of assertions
in developing audit objectives and designing
substantive tests.
□ Discusses the nature, competence, sufficiency
and evaluation of evidential matter.
□
Supersedes SAS no. 1, section 330.
No. 30 (July 1980), Reporting on Internal Account
ing Control
□ Describes procedures to apply in various
types of engagements to report on an entity’s
system of internal accounting control, and
the different forms of report to be issued in
connection with such engagements.
□
Supersedes SAS no. 1, sections 640 and 641.
No. 29 (July 1980), Reporting on Information Ac
companying the Basic Financial Statements in
Auditor Submitted Documents
□ Provides guidance on the form and content
of reporting when an auditor submits to his

client or to others a document that contains
information in addition to the client’s basic
financial statements and the auditor’s stand
ard report thereon.
□ Supersedes SAS no. 1, section 610 "LongForm Reports."

No. 28 (June 1980), Supplementary Information
on the Effects of Changing Prices
□ Provides guidance in implementing proce
dures specified in SAS no. 27 regarding in
formation required by SFAS no. 33.
No. 27 (December 1979), Supplementary Informa
tion Required by the Financial Accounting Stand
ards Board
□ Provides guidance on the nature of proce
dures to be applied to supplementary infor
mation required by the FASB, and describes
circumstances that would require the audi
tor to report concerning such information.

No. 26 (November 1979), Association with Finan
cial Statements
□ Defines "association" as term is used in the
fourth reporting standard.
□ Provides guidance on association with the
financial statements of a public entity or a
nonpublic entity’s financial statements that
an accountant has been engaged to examine
in accordance with generally accepted audit
ing standards.
□ Supersedes SAS no. 1, sections 516, 517 and
518, and SAS no. 15, paragraphs 13-15.

No. 25 (November 1979), The Relationship of Gen
erally Accepted Auditing Standards to Quality
Control Standards
□ Requires a firm of independent auditors
to establish quality control policies and
procedures to provide it with reasonable
assurance of conformity with generally ac
cepted auditing standards in its audit en
gagements. Refers to Statement on Quality
Control Standards no. 1, System of Quality
Control for a CPA Firm.
□
Supersedes SAS no. 4.

Statements on Standards for
Accounting and Review Services
No. 2 (October 1979), Reporting on Comparative
Financial Statements
□ Establishes standards for reporting on com
parative financial statements of a nonpublic
entity when the statements of one or more
periods presented have been compiled or
reviewed in accordance with SSARS no. 1.
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A Local Firm Library
The establishment of an accounting library and
the organization, maintenance and control of ma
terials can be rather perplexing to a local practi
tioner. At the Georgia society’s Summer Practi
tioners’ Forum, held recently, Karen Hegge Sim
mons, the AICPA’s chief librarian, discussed the
materials and personnel needed in a small library
and explained how to set up a budget and acquire,
organize and keep track of needed publications.
The following comments are just a few of the
suggestions Ms. Simmons made in her presenta
tion.
While maintenance of a firm library may not
require anyone’s full-time services, specific library
duties should be part of someone's job descrip
tion.
The administrative responsibility is given to a
partner or manager and consists of establishing
library procedures and supervising clerical duties
(assigned to one person) such as placing orders for
approved purchases, processing materials for cir
culation and filing them. Overall responsibility—
approving the budget, authorizing expenditures
and initiating purchases, etc.—should also be as
signed to a partner or manager.
Ideally, the library should be in a separate room,
but the most important consideration is that the
location be accessible to those who need to use
the materials. Conference rooms and partners'
offices are, therefore, not good choices, but a cor
ner of the staff room, or even shelves in a hallway,
could work in a small firm.
In addition to having adequate shelving, con
sideration should be given to providing sufficient
space for study tables, filing cabinets, the card cat
alog and dictionary stand, equipment needed for
storing and using microforms and perhaps even a
book cart. Obviously, space needs differ depend
ing on office and staff size, but the following stan
dard guidelines might be of help.
□ A section of standard library shelving con
sists of seven shelves, each three feet long.

□ One section holds approximately 90 volumes,
allowing room for growth.

□ Shelves that are three-quarters filled with
books are considered full. This permits some
additions without undue shifting of books.
□ Study tables with chairs for six people take
up about 18 to 20 square feet per person.

□ Single-reader tables with peripheral space
occupy as much as 75 to 90 square feet.

□ Illumination levels of 70 footcandles are
recommended to provide adequate lighting.

Organizing and budgeting

The first step in organizing a firm library is to
inventory the library materials already in the
office. This can be done on 3 x 5 cards, using one
card per item (or set), recording the information
needed for cataloging. If tax materials are stored
separately, access can be provided by cataloging
tax material with other materials and using the
card catalog as a central access tool for all ma
terials.
The "Suggested Firm Library” in chapter 505 of
the AICPA Management of an Accounting Practice
Handbook can be used as a guide to evaluate the
currency and completeness of the library. Items
which are on the suggested list and which are to
be retained can be stamped with the firm identifi
cation, cataloged and shelved. Other items should
be evaluated to determine their usefulness.
The firm will probably want to expand the
amount of material it keeps on industries in which
it has clients. Also, all pronouncements of the
AICPA, the FASB and other pertinent rule-making
bodies should be retained. Remember, all ma
terials that are indexed in the Accountants’ Index
can be borrowed from the AICPA library for ex
amination.
Library materials which are outdated or which
have been superseded and loose-leaf services
which have been cancelled should be discarded to
prevent their inadvertent use.
Some library expenditures, such as those for
periodical subscriptions and services, will be fixed
from year to year. You can estimate how much
other planned purchases will cost by checking
prices in the AICPA publications catalog and in
Books in Print which is available in public li
braries and bookstores. It is best to contact the
publishers for prices of tax services because they
frequently offer volume discounts. Allowances
should be made in the library budget for materials
that will be needed if your firm is expanding into
entirely new service areas and for shelving, furni
ture and other fixed assets.
The partner or manager with overall adminis
trative responsibility for the library should be
come familiar with the publishing patterns of the
AICPA, FASB and similar groups and should scan
publishers’ catalogs, advertising brochures and
periodicals such as the Journal of Accountancy
for announcements of new materials. You can ar
range to receive the AICPA library’s monthly ac
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quisition list to see what is available both for pur
chasing and borrowing.

Ordering and controlling
A large percentage of the materials in an ac
counting library are published by the AICPA, and
you can, if you wish, place a standing order with
the Institute to automatically receive all AICPA
publications. This eliminates the need to send
individual purchase orders for new publications.
Library ordering procedures need not be elabo
rate. A copy of the purchase order can simply be
held until the order is received. For prompt ser
vice, the order should contain accurate biographi
cal information. Therefore, include the complete
title of the item, the author’s full name, the inter
national standard bibliographic number (ISBN),
if available, and the edition, if there is more than
one. All orders and subscriptions should be
shipped to the attention of your library. This al
lows complete processing of the materials and a
record to be made of their receipt before anyone
uses them.
Having all the right books in the library won't
help if no one can find them. You need a system
for organizing the materials so they can be re
trieved when required. The simpler the system,
the easier it will be to maintain.
In small libraries (under 100 books), books can
be arranged on the shelves by subject in alpha
betical order. Abbreviations of the subject cate
gories can be used to mark shelves and book spines
(use pregummed labels or marker pen). This sim
ple system will provide a relatively constant shelf
location for the books.
For larger collections (over 100 books), a card
file is recommended. The cards should give a basic
description of each book—author, title, edition,
publisher, date and place of publication and the
subject category (which should also be its shelf
location). This system shows what is in the library
on a particular topic and permits location of ma
terials when only the author or title is known.
Each book should have a checkout card (author
and title) which is removed from the pocket,
signed and placed in a box or tray in the library
when the book is checked out. Materials can then
be located by
□ Checking the card file to see if the item
is part of the library’s collection.
□ Checking the appropriate shelf location to
see if the item is in the library.
□ Checking the checkout tray to see who has
the item if it is not in the library.

An alternative system (good for magazines) is
to have checkout slips, or sheets if the firm is
small, with space for the date, title and author of
the book, and the name of the person checking
the item out. This system works best where items
are checked out for a short time.
Make a list of periodicals and keep it in the
library so that everyone knows which periodicals
the firm receives. Also, you might make a copy of
the contents page of each new issue of key periodi
cals and either route it or post it on a central bul
letin board to keep staff informed of the latest
articles. Pamphlet boxes are recommended for
storing periodicals because they save space and
can be marked with the periodical title and reten
tion period. Other materials such as annual re
ports, cassette tapes, microforms, etc., may re
quire file cabinets, special types of storage and,
sometimes, special organization. Consult the li
brary supply catalogs for this type of equipment.
Cataloging

Catalog cards provide a record of items owned by
a library and give access to these items by author,
title and subject. Obviously, anything can be cata
loged, but, as the process is time-consuming, only
those items containing information of lasting
value should be cataloged. To maintain consis
tency and to ensure that adequate information will
be present to identify a publication, there are sev
eral general rules which should be followed:
□ The title page of the publication, not the
cover, should be used as the authority for
descriptive information. The two are not
always the same.
□ A publication is identified by a main entry
(on the first typed line of the card) which is
usually the author. If there are two or three
authors, the first named on the title page is
listed as the main author. If there are more
than three, the title is used as the main entry.
□ If the publication is an official record of the
activity of an organization or is a statement
of an organization’s official position and no
editor or compiler is listed, use the name of
the organization as author. Many Institute
publications fit this category. Always type
the organization’s name in full since abbrevi
ations complicate the filing of cards.
□ Always list authors with their last names
first (on the first line of the card). List the
names of authors in normal sequence after
the title (on the second and succeeding typed
lines) if there is more than one author.
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□ Copy the title (including subtitle) as it ap
pears on the title page.
□ The "imprint”—the publisher and the place
and date of publication—appears after the
title and edition statement.

A set of three cards—author (main entry), title
and subject—should be prepared for each book.
The three cards are identical except for the first
typed line which is the one by which they will be
filed. In the case of subject cards with the same
top line, use the distinguishing word to establish
order, such as
□ Industry—Banks
□ Industry—Construction

□ Industry—Restaurants

Within each of these sections, cards are filed al
phabetically by author (main entry).
The firm library policies should be included in
the orientation of new personnel. Everyone who
will be using it should know how the library sys
tem works and be encouraged to follow checkout
procedures when removing material.
The partner or manager in charge should take
the lead in fostering a cooperative attitude toward
the library and its procedures. It is to everyone’s
advantage that the library system work.

Joint Engagement Conference

The small business development committee
of the AICPA is sponsoring a Joint Engage
ment Conference, which will be held at the
St. Louis Marriott-Airport Hotel on Friday,
February 6, 1981.
The one-day conference will show practi
tioners the opportunities that are now avail
able through governmental contracts requir
ing joint engagements with minority partici
pation. Representatives from federal and
local governments will discuss current regu
lations and activities in this area. In addition,
practitioners experienced in this type of work
will take participants through a joint engage
ment—from preliminary negotiations be
tween majority and minority firms to prepa
ration of the final report.
CPE credit will be offered to those attend
ing the conference. For further information
including how to register, contact Jim Flynn
at the Institute (212) 575-6439.

Client Feedback

Have you ever wished for an effective and anony
mous way to find out what your clients really
think about your firm and the services it offers—
i.e., a way to find out about problems before they
become monumental and a client is lost? If so, you
may be interested in the "Client Perception Sur
vey” recently developed and tested by the Texas
Society of Certified Public Accountants.
The survey is designed to improve communica
tions and understanding between client and firm.
It shows if clients know of and are content with
your services, and if any areas need improvement.
The Texas society says that the questionnaire
was developed to ensure that the results will be
as meaningful to firms with less than 100 clients
as to firms with more than 1,000 clients. For
example, the survey finds out information such
as why clients engaged the CPA firm, who re
ferred the firm to them and if they would refer
the firm to others. It also has a section that lets
clients agree or disagree with statements pertain
ing to the firm’s proficiency in areas such as ex
plaining technical language to them, returning
phone calls and establishing fair fees.
The survey program works this way:
□ The Texas society will send firms the re
quested number of survey packets—one per
client. Each packet contains a cover letter
asking for the client's cooperation, a ques
tionnaire and a postage-paid envelope ad
dressed to the society.
□ The firm sends a packet to each client who
then completes the questionnaire and mails
it to the Texas society.
□ The society tabulates the survey and sends
the results to the firm with a full report and
additional written comments from the
clients.
□ The results, which include data allowing
comparison with other participating firms,
should be received within 60 days of the
firm’s mailing date.
The Texas society believes that through careful
analysis of the results of the survey, a firm can
spot potential problems before they become ex
pensive mistakes. It can also use the report as a
guide for training personnel in proper client rela
tions techniques.
The cost of this program is $2 per survey packet
with a minimum fee of $200. For further informa
tion, contact Kathy Nichol, Texas Society of Cer
tified Public Accountants, 1111 W. Mockingbird
Lane, Dallas, Texas 75247.
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Small Businesses’ Friend

On September 19, this year, President Carter
signed the Regulatory Flexibility Act (S 299). The
new law requires governmental agencies to assess
the impact of proposed regulations on small busi
nesses and other organizations and to tailor the
regulations to the size and abilities of the insti
tutions being regulated.
A major concern of delegates to the White House
conference on small business, which convened last
January, was that government become more sensi
tive to the impact of regulations on small business.
Of the 60 recommendations approved by the con
ference delegates, 4 of the top-ranked 30 suggested
ways to improve the regulatory process. The ad
ministration’s regulatory reform and economic
revitalization programs are in accord with many
of the conference recommendations.
For example, the administration supports
□ General government sunset legislation which
would mandate that related programs be re
viewed together and terminate those pro
grams not authorized by the Congress.
□ Pending legislation, Paperwork Reduction
Act (S 1411 and HR 6410), which would cen

American Institute of Certified Public Accountants, Inc.
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New York, N.Y. 10036

tralize responsibility in the Office of Man
agement and Budget for approving agency
forms used in the collection of information
from individuals and small business.
In addition, the administration proposes
□ Constant-rate depreciation which would
make accelerated depreciation of capital
goods available to many more small busi
nesses.
□ Offsetting Social Security tax increases with
refundable tax credits to improve businesses'
cash flow and to make it easier for them to
retain employees or hire new ones.
□ That the investment tax credit be made par
tially refundable. A firm could thus receive
a tax subsidy even though it had yet to make
a profit from operations.
Other proposals are designed to foster the for
mation of new businesses and improve their cash
flow and access to capital. These proposals include
an increase in the number of shareholders per
mitted subchapter S corporations (from 15 to 25)
and the deduction as business expenses of pre
opening start-up costs, such as advertising fees,
over a period of not less than five years.
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